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The First Thousand Millions 


A new tap issue of 2} per cent. National 
War Bonds, 1959-61, was discussed last month. In 
the finance of the war, however, subscriptions 
to War Bonds, however large their amount, are of 
less ultimate importance than the trend of small 
savings, for although institutional savings may be 
withheld in liquid form for a time, there is no danger 
of their being diverted to consumption. On the 
other hand, small savings afford a very reliable 
index of individual decisions to refrain from con- 
sumption, and it is to small savings that we have to 
look for the expansion of £200-300 million on which 
the Chancellor was relying in his Budget to help 
close the inflationary gap. There is consequently 
every reason for gratification at the great achievement 
of the Savings Movement in collecting the colossal 
sum of £1,000 million in less than two years. Sub- 
scriptions in the first year of the campaign amounted 
to £475 million, so that there has been an acceleration 
in sales in the second year. Unfortunately, this 
acceleration seems to have reached at least a tem- 
porary peak in the second quarter of the year, when 
the weekly figures were running at an annual rate 
of over £700 million. 
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In the July-September quarter there was a marked 
reaction to a rate of only {530 million. While the 
immediate cause was undoubtedly the special factor 
of holiday spending, which has also reflected itself in 
an unseasonal rise in the note circulation, the fact 
remains that spending in the aggregate seems to be 
too high, and saving too low, to neutralise inflationary 
tendencies altogether. It is to be hoped that the 
new series of Warship Weeks, which have got off to a 
very successful start, will bring a strong recovery in 
savings throughout the winter, though the Savings 
Movement will have to combat any tendency on the 
part of the 2,000,000 new income-tax payers, whose 
initial payments become due in November, to meet 
their liability at the expense of savings instead of 
consumption. In the meantime, however, it is fair 
to add that the Chancellor, in reviewing the results 
of the financial year to date, has expressed his 
confidence that the objective of closing the gap has 
on the whole been achieved. 


The Chartered Institute of Secretaries 


Jubilee celebrations cannot be held in war as in 
peace. But we congratulate the Chartered Institute 
of Secretaries on attaining its fiftieth anniversary on 
October 1. The Institute of Secretaries was regis- 
tered in 1891, and received the grant of a Royal 
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Charter in 1902. In fifty years it has created a recog- 
nised professional status and prestige for secretaries 
of joint stock companies and other public bodies, 
and has built up a system of professional education 
and examinations for its articled clerks and regis- 
tered students, who now number about 13,000, while 
the membership of the Institute is over 12,000. The 
importance of this achievement is illustrated by the 
fact that the paid-up capital of companies registered 
in Great Britain now exceeds {£6,000 million, and the 
total number of companies is 175,626. The work of 
the Secretary, Mr. C. H. Isdell-Carpenter, O.B.E., 
who has held that office for thirty years, has notably 
contributed to the present strength and standing of 
the Institute. Branches of the Institute are operating 
in all the British Dominions, in addition to the fifteen 
branches in the United Kingdom. At the luncheon 
held by the Council at the Savoy Hotel on the occasion 
of the anniversary, the President, Mr. L. C. Gamage, 
referred to the complete destruction by enemy action 
of the Institute’s beautiful Hall, formerly the Hall of 
the Worshipful Company of Curriers. Mr. Gamage 
said that they were resolved to rebuild, when the 
time arrived, in a manner that would provide not 
only for the memories of the past, but for the dignity 
and prestige of their great profession. 


The Limits of Taxation 


In reviewing the first two years of war finance, 
the Chancellor of the Exchequer this month pointed 
out that “even if taxation were so increased that 
no one was left with more than £1,000 a year, or his 
present net income, whichever was the less, the 


additional yield would not exceed some {106 million.” ” 


Nothing could show more clearly how nearly we have 
approached the limits of taxation on conventional 
lines. Little could now be gained from further 
imposts on the higher incomes, while any sweeping 
downward extension of income tax incurs the danger 
of deterring production. The fundamental difficulty 
which has not been altogether clearly brought out 
in the current discussion of incentive is this : that the 
principle of progressive taxation, on which our whole 
tax system has increasingly been based, is difficult 
to reconcile with the need for providing an incentive 
to earn additional income by producing more. The 
general principles of progressive taxation are un- 
exceptionable, and if incomes were determined irre- 
spective of effort no regard would be necessary to 
any consideration other than equity. In practice, 
unfortunately, to tax away a larger proportion of a 
higher income than of a low one does mean imposing 
very severe taxation on the marginal increment of 
income which is earned in passing from the lower to 
the higher income group. This problem of reconciling 
equity with stimulus to increased output is seriously 


exercising the minds of professional economists. — 


Mr. F. W. Paish, for example, suggests that ‘‘ income 
tax might be levied not upon the income actually 
earned, but upon the income which would have been 
earned had the taxpayer worked a standard number of 
hours. . . . Should the taxpayer choose to enjoy 


more leisure he would be taxed upon it as if he had 
been earning ; while if he chose to work more than the 


November, 1941 


standard number of hours, he would reap the whole 
benefit of his extra labours.” The administrative 
difficulties of giving effect to this idea in any but the 
simplest cases will be apparent. But it would be 
interesting to consider whether any such attempt to 
restore marginal incentive must be ruled out ab initio 
as impracticable, or whether the difficulties involved 
are not greater inherently than those, for example, of 
our existing income-tax law. 


Billions 

The recent announcement by the Chancellor of 
the Exchequer that the first ‘‘ thousand million ’’ 
had been reached in the war savings campaign and 
the corresponding announcement in the American 
Press that the first “ billion ” had been raised caused 
a few people to wonder again why the same figure 
should be expressed differently in the two countries. 
The answer, of course, is that in this country a billion 
is a million millions, whereas in the United States, 
where the system of numeration is based on groups 
of threes and not of sixes, the billion is a mere 
thousand millions. Here a million billions is a trillion, 
a million trillions is a quadrillion and a million 
quadrillions a quintillion. In the United States a 
thousand billions is a trillion, a thousand trillions a 
quadrillion, and so on to a decillion. It is, therefore, 
obvious that a decillion in the United States is equal 
to a thousand of our quintillions, but check it up! 


The Man-power Question 

Debates in Parliament and _ considerable dis- 
cussion in the Press have in recent weeks given 
expression to the public’s anxiety about man-power 
policy, which is undoubtedly the crucial factor in the 
problem of maximising war production. Complaints 
from many responsible employers in war industries, 
together with the well-known difficulties of coal- 
mining and agriculture, tended to suggest that the 
expansion of the army has in part been at the cost of 
draining away skilled men who are vitally needed in 
industry. Any such policy would be the more costly 
if it is the case that some considerable time must 
elapse before we finally take the offensive, as is 
suggested by our decision, no doubt for the soundest 
reasons, not to, create a diversion in the West in 
order to relieve the Nazi pressure on Russia. Some 
of the critics, however, seem to have overlooked that 
mobilisation has not been haphazard, but has followed 
a deliberate policy based upon the Beveridge Survey, 
and it is satisfactory that Mr. Churchill has been 
able to deny so firmly that the army has been over- 
expanded to the detriment of industry. At the 
same time, Mr. Bevin’s new policy of individual 
reservation tacitly admits that improvements in 
policy are possible, while the same Minister’s call for 
a 30 to 40 per cent. increase in production clearly 
implies that the available man-power is not at present 
being used to the best advantage. There is certainly 


a strong case for considering whether some use could . 


not be made of the technique of releasing key workers 


from the forces temporarily. The principles at any — 


rate are clear. Heavy calling up now could give us a 
large army, without sufficient equipment ; by leaving 
men in industry we could produce the equipment, 
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but might_find ourselves without sufficient trained 
men to use it when the time comes. The problem is 
to steer the correct middle course between these two 
extremes. But the longer it is before the army is 
to go into action, the stronger becomes the argument 
for leaving men in industry to produce the equipment 
they will be needing later on. One important aspect 
of this problem, as Mr. Norman Bentwich recently 
pointed out in a letter to The Times, has received 
insufficient attention, namely, the waste of ‘‘ mind 
power.” Whatever policy is adopted, it must aim 
at making the fullest possible use of the specialised 
ability and experience of professional men. Even 
in wartime, brain is as important as muscle. 


Income Tax Publicity 


In our article on “ The Budget ” in the May issue, 
we pointed out the effect on workers of the miscon- 
ception as to the effective rate of tax, suggesting that 
steps ought to be taken to give publicity to the true 
facts. We now learn that the Revenue are devising 
plans to dispel wrong impressions, and will exhibit 
posters in factories entitled “ Facts about Income 
Tax,” indicating the amount payable by manual 
wage-earners in various circumstances, and the post- 
war credit applicable. Popular broadcasts have also 
been started, and ‘officials will be visiting factories 
and local trade union offices to discuss and dispel 
difficulties. Moreover, arrangements are made for 
income tax offices to be open in the evenings when 
the half-yearly assessment notices are issued. It is 
a pity that steps were so long delayed to deal with 
what was obvious to the accountant from the begin- 
ning. 

Concentration to Date 

While the plans for the concentration of industry 
have achieved substantial results, the figures given 
by Lord Moyne in Parliament show that the re lease 
of labour up to the present has been far less sweeping 
than was originally hoped. Altogether 38°7 million 
square feet of factory space have been made avail- 
able through concentration, Lord Moyne stated, of 
which 37°0 million have been used for factory and 
storage purposes. It is hoped to secure an additional 
6°5 million square feet from further concentration. 
Schemes are now being considered for placing 36,000 
factory workers released by concentration, apart 
from 12,000 who are expected soon to be transferred 
from woollen factories. Up to date, a total of 108,000 
men and women have been released for more urgent 
war purposes. When this policy was introduced 
earlier in the year by Mr. Oliver Lyttelton, then 
President of the Board of Trade, the lowest un- 
official estimate of the possible release of labour was 
around 500,000, while some estimates ranged as high 
as 750,000. The wide discrepancy between hopes and 
achievement is probably to be explained by the fact 
that, where the attempt to secure a voluntary scheme 
has not been successful, the authorities have appar- 
ently been reluctant to use their compulsory powers. 
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Little or no progress has been made with concen- 
tration of retailing, probably our largest single 
reservoir of women workers. Questionnaires sent to 
various trade organisations have shown that small 
traders have been carrying on and that there have 
been few voluntary amalgamations, notwithstanding 
reduced stocks. It is understood, however, that the 
Retail Trade Committee has sent an interim report 
to the Board of Trade on the application of the 
concentration principle to their industry, and there 
are reports that the Board may shortly announce a‘ 
scheme for the wartime amalgamation of shops (other 
than food shops), though to deal with the vexed 
problem of compensation will be far from easy. 


“Cost-Plus’’ Contracts Again 


It is hardly surprising that the “ cost-plus’”’ type 
of contract (cost plus percentage or a fixed fee) has 
attained some notoriety. The subject was referred to 
in a recent debate on supply in the House of Commons, 
The ideal contract must be speedy, economical, fair 
and precise, and in wartime it is probably difficult 
to satisfy all these canons; but the “ cost-plus” 
contract certainly does not. Theoretically and 
superficially, the lowest possible cost plus a reason- 
able percentage of profit may seem a way out under 
the difficulties of wartime ; without suggesting any 
mala fides, the percentage may easily be not on a 
reasonable cost, but on an unreasonable cost. The 
extension of cost investigations on behalf of the 
departments was suggested as an effective check, but 
the amount of skilled accountancy service which 
more widespread investigations would involve, to 
say nothing of the unfavourable impact upon con- 
tractors, only throws up the difficulties which “ cost- 
plus” contracts involve. These contracts not only 
impose a burden on the Exchequer, but they may 
easily be wasteful in materials and time. This is not 
to suggest a lack of patriotism on the part of con- 
tractors, as where such contracts are executed at 
high speed under great pressure, waste and mistakes 
inevitably weap in. 


The Ciasadiie of the Exchequer assured the 
House that the fixed price contract was in use wher- 
ever possible, and that with increased standardisation 
and knowledge of actual costs, the need for “ cost- 
plus ’’ contracts was becoming less insistent. Such 
contracts were only being used in circumstances 
where they were inevitable, for urgent repairs, 
experimental work, or products to new specifications. 
The criticism of “ cost-plus ” contracts, on the ground 
that they encourage extravagance and give the 
contractor inflated profits, coincides with equally 
widespread criticism of 100 per cent. E.P.T. on the 
ground that it removes the incentive to economy by 
depriving the contractor of profits. We may fairly 
conclude that both criticisms arise from impartial 
consideration and a genuine anxiety to further the 
war effort of the nation. 
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PRIORITIES 


The unceasing problem of reconciling the claims 
of the ideal and the practicable, of deciding the 
extent to which the desirable must be subordinated 
to the possible, becomes more embarrassing and more 
insistent as the war proceeds and spreads. 


Accountancy practitioners have been faced with 
the problem from the start. Qualified assistants and 
experienced audit clerks volunteered for, or were 
taken into, the armed forces in large numbers, 
leaving reduced and less experienced staffs to cope 
with work, increased and made more difficult by the 
effects of complicated emergency legislation. The 
passing of time, with the volunteering and progressive 
registering of women, as well as the raising of the age 
of reservation for men, has only accentuated the 
problem, and has compelled, and will increasingly 
compel, a discarding of some of the routine work 
hitherto considered indispensable to a complete audit. 
It is not only in his own organisation that the prac- 
titioner has to modify procedure. He has perforce 
to accept and concur in similar modifications in the 
organisations of his clients, for industrial and com- 
mercial concerns are faced with the same necessity 
of disentangling essentials and endeavouring to see 
that they are not lost in the process of reducing and 
simplifying administrative machinery. Such condi- 
tions are bound to provide loopholes for error and 
for manipulation, and an additional burden is thus 
thrown on the auditor at a time when he is least able 
to shoulder it. It is idle to bemoan that the audit 
is less thorough than formerly: to regret the passing 
of cherished safeguards: to attempt to insist on the 
observance of many details of office routine hitherto 
carried out with advantage. ‘‘ Needs must ’”’ when 
circumstances drive, but this is altogether bad only 
if the discarding is indiscriminate and allows essentials 
to be lost. Indeed, the compulsion to concentrate 
on principles may well promote a less mechanical and 
therefore a more intelligent approach to accounts 
than may sometimes be the outcome of orthodox 
audit procedure. 


The compulsion to follow the practicable and the 
possible rather than the ideal and the desirable is 
imposed not only by the effects of the mobilisation 
of staffs for national service but also by the additional 
work involved in complying with obligations imposed 
by the State through Government Departments. No 
one can review as a whole the measures designed for 
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the dual purpose of concentrating the nation’s efforts 
on the supreme task of winning the war and of 
preventing large-scale inflation, without genuine 
admiration for the imagination displayed and the 
ingenuity and thoroughness of the steps taken. The 
effectiveness of those steps depended on the willing- 
ness of the trading community to supply information, 
complete returns, alter and adapt methods, submit 
to control, to limitation, even to partial extinction, 
and to those who could see only the effect and not 
the purpose of the demands made, those demands 
often seemed unnecessary, unreasonable and arbi- 
trary ; moreover, they added greatly to the adminis- 
trative work. The fact that wartime economic 
policy has been generally effective is proof of the 
willing co-operation of the trading community, which 
is therefore entitled to ask that these demands of 
the State shall be kept within bounds. 


It is no disparagement of the Civil Service, to 
whom the credit for these measures is mainly due, to 
say that they have largely continued the methods 
and the systems of check and counter-check which 
have served them well in the past. The_ great 
expansion in the work has naturally led to great 
expansions in the administrative staffs of all the 
Departments, and this applies equally to the adminis- 
trative departments of the fighting services. No 
doubt modifications of systems have been introduced, 
but in so far as Departments are attempting to apply 
peacetime procedure and methods to wartime 
conditions, there is a clogging of the machine, heavy 
arrears of work and appalling delay. If proof of 
these assertions were needed, it could be found in 
the delay experienced by contractors in obtaining 
payments for work done and by members of the 
public whose properties have been requisitioned in 
obtaining satisfaction or payment. 


The solution of the problem which faces Govern- 
ment Departments is the same as for the professional 
and business worlds. It cannot be found in the 
direction of increased staffs. Already the “lines of 
communication’”’ are crowded and the numbers 
employed in administration are disproportionate to 
those engaged in operations; but apart from that, 
the staffs are simply not available. The solution 
can only be found in a simplification of the machinery, 
in a deliberate choosing of the practicable and 
possible. This will mean a far greater willingness 
to decentralise and to delegate authority than exists 
at present, and a wider acceptance of responsibility. 
We are fully aware that simplification on the lines 
hinted at will involve the abandonment of some of 
the safeguards on which in normal times accountants 
would be among the first to insist, and this is so 
particularly where the expenditure of public money 
is concerned. It means that risks will be taken and 
losses will follow. But it must be remembered that 
times are not normal, and every accountant is 
familiar with the difficult choice implied and summed 
up in the words “the cost of costing.” We are 
stating the case for first things first, and there can be 
no dispute that priority must be given to the main 
war effort by which alone we can hope to win the war. 
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The Operation of Exchange Control 


By PAUL BAREAU, Banking Editor of ‘‘ The Economist ”’ 


Some appreciation of the general principles on 
which the system is worked should, in these days, 
form part of the store of knowledge of every account- 
ant. For exchange control is a linchpin in the 
structure of our present controlled economy. Upon 
it depends the effective isolation and control of the 
whole capital market, which in its turn forms the 
point of departure from which Government planning 
of our war effort must proceed. Without, therefore, 
going into the detailed intricacies of the operation of 
exchange control, of its multitudinous forms and, at 
times, involved procedure, it may be useful in this 
article to summarise as simply as possible the broad 
principles of our system of exchange control and to 
sketch the framework of the machinery through 
which these principles are put into operation. 

It will be desirable at the outset to clear the ground 
of some of its technicalities by defining certain of the 
basic conceptions underlying the control of sterling 
exchange. The first point to bear in mind is that 


this control is intended to embrace the whole of the 
sterling area. That is, the British Empire (with the 
exception of Canada and Newfoundland), the Pro- 
tectorates and Mandated territories, Egypt, the 
Sudan, Iraq, Syria and the Free French and Belgian 
colonial territories. Within this area there is con- 
siderable, though not complete, freedom for the 


movement of funds. All outside this group are 
“prohibited countries’’ and dealings in their cur- 
rencies are subject to the full rigours of the exchange 
control. Among them is a group known as “ specified 
currencies.” They are Argentine pesos, Canadian 
and Newfoundland dollars, Netherlands East and 
West Indies guilders, Panamian balbaos, Philippine 
pesos, Portuguese escudos, Swedish kronor, Swiss 
francs and U.S. dollars. These are the most desired 
of the foreign currencies, and the élite among them 
are known as the “ hard currencies ’’’ ; they are U.S. 
and Canadian dollars and Swiss francs. Holders of 
ified ”’ currencies in this country are compelled 
to sell them to the control at the official rate. This 
brings us to the next basic definition, namely, that 
of the “ resident ’’ to whom, only, the control regula- 
tions apply. A “ resident ” is any person or corporate 
body residing or conducting business in the sterling 
area. Subject to certain exceptions, the application 
of our system of exchange control thus cuts across 
the boundaries of nationality. The regulations do not, 
for example, apply to a British subject normally 
resident in the United States, but, barring certain 
exceptions, they apply to foreigners residing in this 
country 
The fundamental objective of exchange control is 
to mobilise the foreign assets held in this country 
(since foreign assets, and especially dollars, are an 
essential munition of war) and to ensure that this 
central reserve of foreign exchange is not depleted by 
unauthorised payments out of this country, and that 
it is replenished by the full proceeds of our exports 


(both visible and invisible). The attainment of 
these objectives obviously involves considerations 
other than those of purely financial or exchange 
character. The whole range of export and import 
policy is relevant to the problem. But within the 
framework of this general export and import policy 
exchange control has a vital part to play. 

As a preparatory to the progressive steps taken to 
ensure the effective mobilisation of our exchange 
resources and the guarding and feeding of the 
centralised pool, all foreign exchange and bullion 
operations were centralised in the hands of the Bank 
of England. This did not mean that the Bank 
came to transact the business previously done by 
the open foreign exchange and bullion markets. But 
it has, since the beginning of control, been the sole 
channel through which all such operations have had 
to be ultimately settled. It appointed a number of 
“authorised dealers ’’ both in foreign exchange and 
in bullion, and the list now includes all the principal 
banks and bullion brokers in this country. 


Exchange Reserve Centralised 


The first step taken by the control was to centralise 
the whole of the gold and exchange resources of the 
country in the hands of the Government—the 
centralising agency being the Bank of England, and 
the account in which the pool was maintained being 
the Exchange Equalisation Account. In the first 
place, the Bank of England transferred to the Ex- 
change Equalisation Account all but a few thousand 
pounds of the gold reserve held in the Issue Depart- 
ment. Residents in this country were then called 
upon to sell their holdings of “ specified currencies ” 
and gold to the Bank, and in exchange for them 
received sterling at the official rates of the day. The 
list of specified currencies has been subject to con- 
siderable alterations since the outbreak of the war. 
For example, at the outset it included Dutch guilders, 
but these, for obvious reasons, no longer appear in it. 
As currencies are drawn within the orbit of the 
sterling area they disappear from the specified list. 

Residents were also called upon to register with the 
Bank their securities expressed in foreign currencies. 
From time to time specified lists of such securities 
have been mobilised by the Treasury and the holders 
paid the sterling counterpart of the market value 
on the day of the respective “‘ vesting Order.”’ These 
securities have been marketed on the open market 
of their country of origin (mainly the United States 
and Canada). Steps have also been taken to mobilise 
the direct investments of British industry in American 
business. The biggest of these, the American Viscose 
assets of Courtaulds, were sold outright, but the 
method subsequently adopted has been to pledge 
such assets as collateral against loans from the 
Reconstruction Finance Corporation. The mobilisa- 
tion has extended within the sphere of the sterling 
area, and has been used to prevent the building up 
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of inordinately large sterling assets by such countries 
as India and South Africa. 

The guarding and. feeding of the centralised. pool of 
exchange and gold resources has meant the most 
stringent possible definition of the purposes for which 
exchange can be provided from the central pool, and 
the compulsory canalisation of payments to and from 
the sterling area within specified channels which give 
the authorities complete control over the proceeds 
of export trade. In general all operations of a 
capital nature involving loss of foreign exchange have 
been banned. In order to make this ban effective 
it has been found necessary to prohibit the export 
and import of bank notes and sterling bearer securities, 
to take special measures against under-invoicing 
exports (a familiar device for abetting the illegal 
export of capital), to forbid the export of valuables 
and to place restrictions on the use of foreign-owned 
sterling assets. Non-residents may, subject to 
Treasury permission, sell their sterling assets, but 
the proceeds will be credited to a “ Blocked account,”’ 
the funds in which can only be used for investment in 
a specified list of British Government securities. 
The only general exception to this restriction arises 
when sterling securities are purchased by _ non- 
residents from sterling funds other than those pre- 
viously held in a Blocked account. In such a case 
the non-resident will be given a special licence at 
the time the securities are bought, entitling him to 
re-sell them and to have the proceeds credited to the 
same type of account as that which was debited in 


respect of the original purchase. 
Registered and Special Accounts 


The mechanism for the finance of export and import 
trade and for effecting other authorised payments 
with non-sterling countries has been gradually 
evolved along lines departing steadily from the 
principles of a free open market and in the direction 
of strict bilateralism. With most countries payments 
or other agreements have been negotiated by which 
the methods of mutual payments have been strictly 
defined. With the United States and Canada, for 
example, payment for exports from this country 
must be made either in dollars or in sterling in a 
Registered account. These accounts may be re- 
plenished by the American institutions in whose 
name they are opened, through sales of dollars to 
the control. Conversely any sterling lying in them 
can be converted into dollars at the official rate. 
They stand in a special category. With most other 
non-sterling countries the financing of trade is 
effected through Special sterling accounts maintained 
with a bank in London. The chief characteristic of 
the Special accounts operated with the many countries 
with which payments agreements have been nego- 
tiated is their strict bilateralism. Transfers between 
Special accounts are only allowed where those in 
whose names they have been opened are resident in 
the same country. This means that an attempt has 
been made in the system of our exchange control to 
maintain an approximate equilibrium of payments 
between the sterling area and each non-sterling 
country. If the normal trade between these units 
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does not natufally fit into this pattern, it is forcibly 
compressed into it. The only instance where the 
increased elasticity of multilateral payments has been 
applied is in the case of Central American accounts 
where there is freedom of conversion between the 
sterling accounts of a number of Central American 
countries and where, therefore, a credit balance with, 
say, Ecuador could be offset against the debit balance 
which the sterling area may have accumulated with 
Guatemala. The types of non-resident sterling 
accounts hitherto mentioned are thus Registered, 
Special, Central American and Blocked accounts. 


Sterling} Area fAccounts 

There remain Sterling Area accounts and the rem- 
nants of the Free Sterling accounts belonging either to 
nationals of countries with which we have made no pay- 
ments or similar agreement (they are now few and far 
between) and those dating from before the agreements 
which led to Registered and Special accounts. Sterling 
Area accounts are opened for very limited uses for 
residents of countries with which Special account 
agreements have been negotiated. The main per- 
mitted credits to such accounts are salaries, annuities 
and income from sterling investments. The main 
permitted debits are regular payments, such as school 
fees, insurance premiums, subscriptions, etc. Holders 
of “free sterling”’ are still at liberty to sell such 
sterling in whatever free market remains. In New 
York, which was the most important of these markets, 
the turnover has now dwindled to an insignificant 
figure, and such “ free ’’ sterling can only be used by 
residents in the United States to settle debts dating 
prior to the establishment of Registered accounts. 

After the virtual closing of the free sterling market 
in New York in the summer of 1940, the most import- 
ant such market became centred in Shanghai. This has 
now been largely closed by the operations of the 
British-American-Chinese Stabilisation Fund, the 
freezing of Chinese and Japanese balances, and the 
willing co-operation of the British, American and 
Dutch banks in the Settlement, which have under- 


taken only to deal in exchange at the official rates . 


and for purposes authorised by the control. The 
international free market in sterling is, therefore, 
dead, and the obvious remaining loopholes through 
the regulations have been closed. The history of any 
control system, however, is ever one of the authorities 


catching up with the ingenuity of the would-be 


evader. Though the control of sterling exchange 
appears watertight enough, we may expect further 
gradual modifications undertaken in the light of 
experience. The scope for further tightening pro- 
bably lies in the unification of procedure within each 
part of the sterling area. The financial autonomy of 
the countries in the Empire, though not detracting 
from the general unification of principles of exchange 
control in the sterling area, has led to certain variations 
in their application. Recent evidence of increased 


uniformity has been provided by the calling up of 
certain dollar securities held by residents in India 
and by the compulsory calling in of Bank of England 
notes held in that country. It now takes a very 
imaginative and reckless schemer to contravene the 
regulations successfully. 
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ACCOUNTANCY 


— Local Authorities as Taxpayers 


[CONTRIBUTED] 


In The Times of October 13, 1941, was reported the 
most recent stage in the forty-one-year struggle 
between local authorities and the Inland Revenue 
over Rule 21 settlements—the High Court ay ome 
in the case of Allchin (Inspector of Taxes) v. County 
Borough of South Shields. Of all classes of taxpayers 
the local authorities are surely the most formidable, 
if complexity of transactions is the criterion. The 
Inland Revenue always try to split up the activities 
of authorities into watertight compartments for tax 
purposes, thus placing them in a worse position than 
an ordinary individual. Time and time again 
statutes intended merely to regulate financial transac- 
tions have been found to have an unfavourable effect 
on the income-tax liability. In particular, the extent 
to which the profits of trading undertakings can be 
set against tax retained on interest paid on rate fund 
activities has been in dispute on numerous occasions. 
Rarely has the practice been settled for long together. 

To understand the significance of Mr. Justice 
Lawrence’s decision, it is n to know some- 
thing of the nature of rate funds and of the chief 
landmarks of the relevant court cases. 

Rate Funds 

The principal function of a local authority is to 
provide services, such as education, public health and 
highways, which are financed in the main by Govern- 
ment grants and from rates levied. These services 
are known as the rate fund services. As any deficiency 
is met from a non-taxable source of revenue—rates 
and grants—difficult questions of tax would not be 
expected. That the tax position is involved is due, 
firstly, to the fact that local authorities being subject 
to the ordinary income tax legislation, their property 
is assessed in the ordinary way, and secondly, to the 
habit of the Inland Revenue of examining each rate 
fund activity separately and making an assessment 
in any case where there is excess of income, other than 
rate and grants, over expenditure, e.g. if the public 
baths account shows a profit, the local authority 
becomes liable to assessment. Hence, even within the 
rate fund this question of the relation of assessments 
under Schedules A, B, C and D to the assessments in 
respect of tax deducted from interest are bound to 
arise. In the main local authorities finance their 
capital expenditure by borrowing, so that the amounts 
of the tax retentions from interest payments are 
appreciable. 

More complex still are the consequences of profit on 
electricity, gas, transport, water and similar services. 
These services are maintained under separate statu- 
tory provisions and are known as trading under- 
takings, as they aim at being self-supporting. They 
are liable to assessment in the usual way. 

Earlier Cases 

In December 1900 the Inland Revenue unsuccess- 
fully argued before the House of Lords that Schedules 
A and D were separate taxes and that consequently 
tax paid under Schedule A could not be offset against 
the liability to account for tax deducted from interest. 
In 1907, in what is Known as the second London 


County Council case, the Inland Revenue were 
successful in setting up a distinction between local 
authorities and ordinary taxpayers. It was held that 
the annual value of premises occupied and owned 
by the local authority could not be allowed as a 
set-off in computing the amount of tax “ retentions ”’ 
to be handed over, although this concession is granted 
to ordinary individuals. Local authorities have never ‘ 
reconciled themselves to the decision. 

The next stage was the Leeds case of 1913. Upon 
this occasion the local authorities established the 
important principle that any profits of a trading 
undertaking which were legally transferable to a 
rate fund could be regarded as a set-off against the 
interest liability of a rate fund, whether actually 
transferred or not. There were, however, two 
factors which greatly reduced the benefit of this 
decision. One was that each rate fund with its 
attached trading undertakings had to be considered 
as a separate entity. The other was that before the 
profits were considered to be “ available,” what were 
known as the statutory or prior charges had to be 
deducted. This involved the deduction of consider- 
able sums in addition to the expenses admitted for 
Schedule D purposes, e.g. loans repayment, alloca- 
tions to reserve funds, and the like. The exact 
deductions in any particular case depended on the 
statutory provisions governing the undertakings. In 
most cases the amounts available as set-off were 
materially reduced. 


Special Clauses 


The gradual consolidation of rate funds by local 
Acts and finally by a general Act overcame the first 
difficulty, though general rate funds and special 
rate funds have still to be treated separately. It 
has proved much more difficult to get rid of the 
disadvantages of the “prior” charges. Much in- 
genuity has been shown in this connection. In 
1923 Chesterfield obtained by a local Act powers 
which were given subsequently to many local 
authorities. Briefly, these special clauses made the 
trading undertakings part of the rate fund, and 
provided that the prior charges should be paid out 
of the rate fund generally and not specifically by the 
trading undertakings. Local authorities who had 
these special local clauses were able to contend that, 
in considering the taxed profits “available” for 
transfer to the rate fund, the prior charges need no 
longer be deducted. The Inland Revenue, albeit 
reluctantly, swallowed the contention, and settle- 
ments were made on this basis. In practice the main 
savings were: (a) any excess of loan redemption 
over wear and tear or renewals and (b) contributions 
to reserve funds which ceased to be a prior charge. 

The passing of the Electricity Supply Act, 1926, 
introduced further complications. The Act 
hibited the transfer of electricity profits to the relief 
of rates unless the reserve fund amounted to more’ 
than one-twentieth of the aggregate capital expendi- 
ture, and in any case limited the transier-ini wit) oli’ 
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year to 14 per cent. of the outstanding debt. The 
effect of the Act was to deprive local authorities of a 
considerable amount of set-off, for electricity under- 
takings had, in the main, been prosperous and were 
therefore useful contributors to the set-off pool. 


‘“*The Brighton Clauses ”’ 

Such a position was little to the liking of local 
authorities, especially as it was yet another instance 
of the tax liability being increased by legislation 
which was passed for an entirely different purpose. 
Attempts were made to devise a method of preserving 
the principle of the Act but at the same time avoiding 
the taxation effects. Eventually there emerged the 
“ Brighton Clauses,’’ accepted by Parliament after 
careful consideration by the Local Legislation Com- 


mittee, and copied with modifications in numerous . 


local Acts since. The Brighton clauses, in the form 
in which they became common, were a new version 
of the Chesterfield clauses plus special provisions for 
electricity undertakings. Instead of stipulating that 
transfers in aid of rate shall be restricted to a certain 
figure, the Brighton clauses, having first provided 
that all income and expenditure shall form part of the 
general rate fund, stipulate that any excess of profit 
over the amounts which are needed to meet all prior 


charges plus an amount equivalent to the rate relief, 


allowed under the Electricity Supply Act, 1926, must 
be compulsorily applied in the reduction of electricity 
charges.. Thus the consumers are guaranteed the 
same treatment as they would receive under the 
Electricity Supply Act, 1926, but there are no direct 
restrictions on rate relief. 

Unfortunately for local authorities, the Inland 
Revenue never accepted these clauses as effective 
and stated their intention of testing the validity of 
the clauses in the Courts. Further, they also with- 
drew their acceptance of the Chesterfield clauses and 
instructed inspectors not to make settlements on this 
basis. This change of front came as a shock to those 
local authorities who had been relying on the 
Chesterfield clauses for a number of years. The 
Inland Revenue, after consultation with representa- 
tives of local authorities, sought for test cases which 
embodied all the points at stake, and South Shields 
was finally selected. 


The South Shields Case 
Under the South Shields Corporation Act, 1935, 
the Corporation must keep separate accounts of the 
various undertakings, though the whole of the 
transactions were made part of the rate fund. 
The Act also provided that, if in any years the revenue 
of any undertaking exceeded the moneys expended 
by the Corporation for certain defined purposes of 
such undertaking, the Corporation might apply owt 
of the general rate fund a sum not exceeding the 
amount of the excess for various further specified 
of the undertaking. The special provisions 
for the electricity undertaking previously described 
were also included in the Act. 

The Special Commissioners accepted the Corpora- 
tion’s arguments. They were of the opinion that 
the general rate fund was a mixed fund and that 
the applications of money had to be made out of the 
rate fund and not out of any particular part of it, 


ACCOUNTANCY 


November, 1941 
and that the form of the transport and electricity 


‘accounts did not afford evidence that the actual 


surplus from these undertakings had been used or 


earmarked for any specific purpose. . The decision 


meant that a local authority could set-off surplus 
profits against rate fund interest without deducting 
excess of sinking fund or reserve fund contribution 
in appropriate cases (Chesterfield clauses). They 
could also disregard the restrictions of the Electricity 
Supply Act, 1926, as regards electricity profits 
(Brighton clauses). 

The Inland Revenue appealed against the decision 
and their appeal’ was allowed. As reported in 
The Times of October 13, 1941, Mr. Justice Lawrence 
said that “the real question raised by the appeal 
was whether it was lawful for the corporation to use 
the profits resulting from certain of its undertakings 
in payment of interest due on its bond in respect of 
another of its undertakings, the revenue from which 
was insufficient to pay that interest. Having referred 
to Sugden v. Leeds Corporation (29 T.L.R. 402), his 
Lordship said that the question depended on the 
construction of sections 112-114 of the corporation’s 
Act of 1935. He found it difficult to understand 
why the objects were specified to which the corpora- 
tion might apply the excess of revenue over expendi- 
ture of any of their undertakings if they were free to 
apply any such excess as they pleased. It might 
well have been the policy of the Legislature that any 
excess from an undertaking, if not used for the 
specified purposes, should be retained in the general 
rate fund and so operate to the relief of rates.” 

At the time of writing, the full report of the case is 
not available, nor is it known whether there will be 
an appeal against the judgment. The exact implica- 
tions in any particular case can be gauged only by a 
detailed study of the judgment and the South Shields 
Act, side by side with the local legislation of the 
authority. Borough treasurers will doubtless try to 
find significant differences between their own pro- 
visions and those applying to South Shields, especially 
those who have the Chesterfield clauses only and not 
the later Brighton ones. But it is clear that if the 
judgment stands, the field for agreement is very 
much narrowed. The short report makes it evident 
that neither the Brighton nor the Chesterfield clauses 
can be regarded as effective, and that the doctrine 
of the “‘ mixed ”’ fund set out in the Paton case cannot 
be freely applied to local authorities, who will continue 
to be at a disadvantage as compared with private 
individuals. 

Prima facie and broadly speaking, it would appear 
that the position is now that set-off will be limited 
to such sums as could actually be used in aid of the 
general rate. In computing set-off all the “ prior” 
charges must be deducted, including “ optional ” 
charges such as allocations to reserve funds at the 
discretion of the authority. 

Since the Inland Revenue took up their present 
attitude some few years ago, Rule 21 settlements 
have been held in suspense. The decision will 
involve the handing over to the Inland Revenue of 
many thousands of pounds and the ratepayers will 
have lost an annual credit amounting in some 
instances to several pence in the f. 
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TAXATION— 


Earned 


Definition ' 

By the Income Tax Acts the expression “ earned 
income ” includes :— 

(a) Remuneration from any office or employment of 

profit held by an individual ; 

(b) Any pension, superannuation, or other allowance, 
deferred pay, or compensation for loss of office, 
given in respect of the past services of the indi- 
vidual or of the husband or parent of the indi- 
vidual in any office or employment of profit, or 
given to the individual in respect of the past 
services of any deceased person, whether the 
individual or husband or parent of the individual 
has contributed to such pension, superannuation 
allowance or deferred pay or not ; 

(c) Any income from any property which is attached 
to or forms part of the emoluments of any office 
or employment of profit held by an individual ; 

(ad) Any income charged under Schedule B or Schedule 
D, or the Rules of Schedule D, which is immediately 
derived by the individual from the carrying on or 
exercise by him of his trade, profession or vocation, 
either as an individual or in the case of a partner- 
ship as a partner personally acting therein ; 

(e) Civil list pensions under the Civil List Act, 1837 
(Section 14 (3), Income Tax Act, 1918 ; Section 33, 
Finance Act, 1920). , 

In connection with (b) it should be remembered that, 
although earned income allowance is given, the ad- 
ditional personal allowance in respect of a wife’s earned 
income will not be granted on any earned income of the 
wife arising in respect of any pension, superannuation 
or other allowance, deferred pay, or compensation for 
loss of office, given in respect of the past services of the 
husband in any office or employment of profit (Section 
17, Finance Act, 1937). This was passed into law to meet 
cases where a civil servant had allocated part of his 


- pension on retirement to a dependant. 


Pensions payable under the Widows’, Orphans’ and 
Old Age Contributory Pensions Acts, both to voluntary 
and to compulsory contributors, are earned income 
chargeable under Schedule E. Old age pensions are 
also “earned” (or more accurately attract old age 
allowance). 


Examples of Earned Income 


The following are some special examples of the appli- 
cation definition of earned income :— 

(i) Where under the Articles of Association of a 
Company, shares are vested in trustees, the divi- 
dends to be paid to directors or employees as 
remuneration, the recipients of the income having 
no ownership in the shares. 

(ii) Where under the Articles there are allotted 
without cash consideration to a director or em- 
ployee shares which are not transferable and revert 

to the company on his death or leaving its service, 
the dividends being in lieu of remuneration. 

(iii) Copyright royalties of the author or com- 
poser (but not when payable to an assignee or taxed 
at source under Section 25, Finance Act, 1927). 
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Income 


(iv) Any portion of a patent royalty which 
represents payment for services which the contract 
with the patent user requires the owner of the 
patent to render (expenses incurred in rendering 
the services are, of course, deducted). 

(v) Letting furnished houses where it amounts to 
a business, but not isolated lettings assessed under 
Case VI. 

(vi) Where a beneficiary of a trust comprising a 
business is also a trustee and is actively engaged in 
the business, his share of the profits is “earned.” If, 
however, the beneficiary is merely an employee, 
i.e., has no proprietary control, not being in a 
managerial capacity, only his remuneration as 
employee is earned, not his share of profits. 

(vii) The net annual value of a house which a 
clergyman is required to occupy rent free, if he 
desires it to be regarded as his income (Section 22, 
Finance Act, 1919). 

(viii) An annuity given under a will in con- 
sideration of past services. 


Income which is not ‘‘ Earned ”’ 


The following is not earned income :— 

(i) Profits of a business run by a benefi 
who is not a trustee. 

(ii) Share of profits of a limited partner (the 
foundation of limited partnership prohibits him 
from taking part in the management). 

(iii) Share of profits of a sleeping partner. 

(iv) Payments to the widow of a deceased 
partner. 

(v) Interest paid to a partner on a loan as 
distinct from capital. 

It is also to be borne in mind that certain interest 
may be regarded as earned income by reason of its being 
a trading receipt to be included in the profits of the 
business, ¢.g., trade interest. 

Income assessed under Case V, Schedule D, does not 
cease to be earned because it is assessed under that case ; 
the rules already mentioned apply. 


Earned Income Allowance 


Earned income allowante is calculated on the net 
amount after deducting superannuation contributions 
and any allowable expenses of earning the income. 
In the case of a partnership the whole of the share of 
trading profits of each active partner attracts the earned 
income allowance, no matter how his share is calculated, 
é.g., whether he gets it as interest on capital, salary or 
share of balance. 

It is somewhat anomalous that all directors’ remunera- 
tion is earned, no matter from what the income of the 
company arises. An individual or partnership whose 
income is derived solely from dividends and rents is not 
entitled to earned income allowance, yet if the owner 
went through the formality of transferring the assets 
to a company, or even of transferring the income by 
means of a deed, he could draw the income as director's 
fees which would be earned. 
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Partnerships 


In the case of a partnership, the income from a trade, 
profession or vocation is earned, even if the degree of 
active participation is of the slightest. 

By Section 17 of the Income Tax Act, 1918, it is 
provided that earned income and other allowances 
cannot be given in respect of any income the tax on 
which the claimant is entitled to charge against any 
other person or to deduct, retain or satisfy out of any 
payment which he is liable to make to any other person. 
in other words, where annual payments exceed unearned 
Income the excess must be deemed to be paid out of 
earned income, and allowances will be given only against 
the balance of earned income retained. This can be 
stated simply, that earned income allowance is given 
on the earned income or statutory total income, which- 
ever is the lower, and other allowances only against 
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the statutory income less earned income allowance. The 
reason and effect is that an amount of income equal to 
annual payments must be retained in charge at the 
standard rate; if allowances were given against it, the 
taxpayer would not account for all tax deducted by him 
from the annual payments. If the annual payments 
exceed the gross statutory income so that a General 
Rule 21 assessment arises, no allowances can be claimed. 

In the case of a partnership, for the purpose of 
General Rule 21, only the income of the firm is con- 
sidered, no matter how much income the partners may 
have privately, though private annual payments are 
compared with the individual partner’s share of partner- 
ship income. Similarly with the earned income allowance, 
only the lower of the earned income or statutory total 
income of the firm attracts earned income allowance, 
even if the partners privately have adequate unearned 
income to cover the annual payments. 


Taxation Notes 


Set-off of Losses—Rule 13, Cases I and II 


The removal of the anomaly in connection with 
Rule 13, with the result that it now applies to Case II 
as well as to Case I, brings to mind the other anomaly 
which still remains, viz., that the Rule may give relief 
for the loss more than once. The Rule requires the loss 
to be computed in the same way as profits which are 
chargeable under the rules of Schedule D, that is to 
say, in the same way as assessments. Ina new business, 
therefore, the loss is magnified as shown in the following 
illustration :-— 

A trader had profits as adjusted for income tax 
purposes, for years to December 31, as follows: 1938 
£4,000, 1939 £5,000, 1940 £4,500. On May 1, 1939, 
he commenced another business, which had for the year 
to April 30, 1940, an adjusted loss of £1,200. 

Had the new business shown a profit of that amount, 
the assessments would have been as follows :— 


1939-40 Profits to April 5, 1940, +4 £1,200 £1,100 
1940-41 oo of first twelve months £1,200 
1941-42 _,, of preceding year £1,200 
Since, however, he made a loss, that loss, for the 
purposes of Rule 13, is computed in exactly the same 
way. The set-off will therefore be as follows :— 
1939-40 Assessment on old business £4,000 
Less Rule 13 set-off 1,100 


£5,000 
1,200 


4,500 
1,200 


£2,900 

1940-41 Assessment on old business 
Less Rule 13 set-off 

3,800 

1941-42 Assessment on old business 
Less Rule 13 set-off 

3,300 


Some readers may be sceptical; if so, they should 
read the Rule closely—and the proof of the pudding is, 
as usual, in the eating of it—it works ! 

The loss cannot, of course, be carried forwatd under 
Section 33 of the Finance Act, 1926, which applies only 
to losses for which relief has not been given under any 
other provision of the Income Tax Acts. 


E.P.T.—Addition to Standard Profits in the Case 
of Concerns Producing Certain Metals and 
Oil. (Finance Act, 1941, Section 31.) 


It is understood that the Treasury have certified that 
an increase in output of metal or oil over output at the 
normal rate is essential in the national interest in the 
case of the following products : cobalt, crude petroleum, 
gold, iron, manganese, tin, “tungsten, vanadium and 
zinc. Concerns engaged in the mining of the metals 
or the getting of crude petroleum from oil wells can 
apply for relief under the section if they can show that 
the exhaustion of the source is accelerated by additional 
output due to the: war. 


Commutation of Estate Duty 


It will be remembered that in the case of interests in 
expectancy, the estate duty may, at the option of the 
personal representative, be paid either with the duty 
on the rest of the estate or when the interest -falls into 
possession. If payment is postponed, the rate of duty 
on the rest of the estate is ascertained by aggregating 
the value of the interest in expectancy at the date of 
death with the rest of the estate, and the rate of duty 
on the interest in expectancy when it falls in is ascertained 
by aggregating its value then with the rest of the estate 
as originally ascertained. Paying at once in such a 
case is not “‘ commutation ”’ in the strict sense. Com- 
mutation arises where, after having decided to defer 
payment, the executors at a late date desire to pay the 
duty. They must then approach the Commissioners, 
who have a discretion to commute the duty. In 
arriving at the sum payable in commutation, the Com- 
missioners must set a present value on the duty, having 
regard to the contingencies affecting the liability to and 
rate and amount of such duty, and reckoning interest 
at 3 per cent. 

The Commissioners usually agree to commute the 
duty, provided the life tenant is in ordinarily good health. 
The calculation proceeds on the value in possession, 
discounted on a 3 per cent. basis for the life of the life 
tenant. If, however, the life tenant is not in ordinarily 
good health, the full discount will not be allowed, or 
commutation may be refused. 


This is the only statutory provision for commuting 
Estate Duty, but in practice the Commissioners may 
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agree to commute the duty where it is shown to be 
necessary to emeble an intended transaction to be 
effected and serious inconvenience would otherwise 
ensue, e.g., where it is desired to take settled property 
out of a settlement (though in this case it is usually 
Succession Duty and not Estate Duty that is com- 
muted). . 

Commutation is not to be confused with “‘ com- 
position.”” The Commissioners are empowered to agree 
to a composition where, owing to the number of deaths 
on which property has passed, or the complicated 
nature of different interests, it is difficult to ascertain 
the amount of duty payable. The power is rarely 
exercised. 


Minimum Standard: Working Proprietors and 
Borrowed Money 

Section 29 (2), Finance Act, 1941, which provides 
that no deduction shall be allowed for interest on 
borrowed money, does not apply where election is made 
to the minimum standard. But there is no similar 
limitation in the case of Section 29 (1), and accordingly 
no deduction for borrowed money may be made in 
computing capital in minimum standard cases. 


Prima facie this is of no importance, since capital - 


employed does not enter into point where the minimum 
standard applies. But in working proprietor cases the 
Revenue have allowed an addition to the primary 
£1,500 each of 6 per cent. on the amount by which the 


Recent Tax Cases 


ACCOUNTANCY 29 


average capital employed exceeds £5,000 for each work- 
ing proprietor (subject to the limitation of £2,500 for 
each working proprietor up to four). The treatment to 
be accorded to borrowed money therefore becomes of — 
interest. 

It is understood that in computing the extended 
minimum standard the Revenue are taking borrowed 
money into account as capital to the extent of one-third 
of the amount, Thus in the case of a business with 
two working proprietors with average capital in the 
chargeable accounting period of £15,000 and borrowed 
money £6,000, the minimum standard would be :— 


‘Two working proprietors, equivalent to £10,000 


capital ... ° ove ove ose oes 
Allowance for excess capital, £5,000 at 6 per 
cent. coe ove eee eee eee ose 
Allowance for borrowed money, £2,000 at 6 per 


£3,420 


oe 

In most cases this will work out that the standard is 
increased by 2 per cent. on the borrowed money with 
the allowance of the interest. But where the capital is 


_less than £5,000 per working proprietor, the additional 


allowance for borrowed money will apply only to the 
extent that one-third thereof brings the total above 
£5,000 for each. 


By W. B. COWCHER, 0O.B.E., B.Litt., Barrister-at-Law. 


Income Tax—Obsolescence allowance—Steamships—De- 
ficiencies and surpluses on sales—Whether surpluses 
can be set against deficiencies in computing allowance— 
Schedule D, Cases I and II, Rule 7. 

Charente Steamship Co., Lid. v. Wilmot (K.B.D., 
July 14, 1941; T.R. 149) is a case of importance not 
only to the shipping industry but to users of plant and 
machinery generally. The company carries on the 
business of shipowners with a large fleet. During 1935 
it bought six ships in replacement of six others which 
had become obsolete. Three of the old ships were sold 
in 1936 ; but the other three were not sold until 1938. 
It was in respect of these last three that the question 
arose. For one of them the sale price was less than the 
written-down value for income tax purposes. In the 
case of each of the other two it was greater. The Crown 
had claimed that in computing the allowance under Rule 
7 the surpluses should be set against the deficiency, and 
the Special Commissioners had so decided. This was 
reversed by Macnaghten, J. 


He said that the Rule dealt only with the case where 
there was a deficiency in the replacement of obsolete 
“plant and machinery,” that is the replacement of a 
capital asset. The Rule did not purport to deal with 
the replacement of a capital asset which had resulted 
in a surplus, and he saw no sufficient reason for implying 
what was not expressed. He drew attention to the fact 
that before the Special Commissioners the question 
had been raised whether a vessel replaced in 1935 but 
not sold until 1938 was within the Rule. They had 
found in favour of the company; but the Crown had 
waived the point in order to get a decision upon the 
major issue. He also pointed out that it had been 
assumed as a fact in the argument that in the case of 
the deficiency the vessel had become obsolete in 1935, 
although the case did not state so expressly. 


Vocation—Contributions to newspapers of advice on horse- 
vacing—Whether remuneration assessable—Income 
Tax Act, 1918, Schedule E, 


Graham v. Arnott (K.B.D., July 21, 1941, T.R. 163) 
is one of those cases which make the professional reader 
wonder how they could possibly have come before a 
Court. Mr. Alexander Graham and his two sons had a 
scheme whereby they could forecast the results of horse 
races. They became contributors of advice to backers 
in the papers of Allied Newspapers, Ltd., which company 
made payments to them and described such payments 
as “ salary,”’ a description which the Judge held to be 
correct. In dismissing the appeal from the decision of 
the Commissioners, Macnaghten, J., said it was argued 
that the decision in Graham v. Green (1925, 2 K.B. 37, 
9 T.C. 309), to the effect that a successful backer of 
horses is not liable to tax upon his winnings had some 
application to the case. Dismissing the alleged analogy, 
he said that the services rendered were similar to those 
of a weather forecaster. Both were contributing to 
newspapers for reward and both were liable to tax. 


National Defence Contribution—Deduction of interest, 
annuity or other annual payment—Investment income— 
Controlling interest in another company—Controlling 
interest of divectors—Finance Act, 1937, Fourth Schedule, 
Rules 4 (b), 7 (b) and 11—Finance Act, 1920, Section 
53 (2) (6). 
_ The cases of British American Tobacco Co., Lid., v. 
C. I. R. and F. A. Clarke & Son, Lid., v. C. I. R. (C.A., 
June 30, 1941, T.R. 129) were noted in our July issue, In 
the Court of Appeal the decisions of Lawrence, J., were 
unanimously affirmed ; but the only judgment was by 
Scott, L.J. Leave to appeal to the Lords was refused. 
The decision, although immediately concerning the 
national defence contribution, is of very considerable 
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importance because the expression “ controlling inter- 
est” plays a large part in the scheme of the excess 
profits tax ; and, this being so, it is worth while briefly 
recapitulating the facts. The British American Tobacco 
Co., Ltd., is, as everyone knows, a very large concern. 
It was one of the results of the war between the American 
and British tobacco manufacturers of some forty years 
ago, which caused a division of the world into spheres 


of activity. The company carries on business in the. 


United Kingdom and is, therefore, liable to national 
defence contribution. But it also possesses shares in 
eleven other bodies corporate in different parts of the 
world. These concerns are, themselves, not liable to the 
N.D.C. ; but, in the event of the British company having 
a controlling interest in them or any of them, then, by 
reason of paragraph 7 of the fourth Schedule to the 


Finance Act, 1937, amy income received by way of: 


dividend or distribution of profits from a body corporate 
in which such a controlling interest is held falls to be 
included in the N.D.C. computation of the principal 


company. 

Here the Crown contended that the dividends 
received from all the eleven bodies corporate should be 
included in the N.D.C. assessment upon the appellants 
because they had in each case a “ controlling interest ” 
direct or indirect, partly by owning shares in the con- 
trolled companies and partly by owning shares in 
intermediate foreign corporations over which they had 
de facto control, either direct or indirect, these foreign 
corporations in their turn owing shares in the controlled 
companies. As against this Crown contention, it was 
urged that “interest’’ necessarily means a “ pro- 
prietary interest ” and that a controlling interest does 
not exist unless the control is achieved by means of a 
beneficial holding by the British company of the foreign 
corporation’s shares registered either in its own name 
or that of a nominee, or by means of some other pro- 
prietary interest such as an option. Counsel contended 
that the Act did not contemplate “‘ indirect control” 
and that when this last-mentioned position was con- 
templated in an Act it was specifically referred to as in 
the provisions relating to the Corporation Profits Tax, 
Finance Act, 1920, Section 53 (2) (b). 


Scott, L.J., held that the elaborate provisions in the 
1920 Act had no relevant bearing, and afforded no 
sufficient argument for denying to the simpler words of 
the paragraph under consideration their natural mean- 
ing. And, as to this, he went, as usual, to the great 
Oxford English Dictionary for the meaning of ‘‘ control.”’ 
Then, after examining the commercial device of exercising 
company control economically by means of intermediate 
corporations, he said that the commercial practice was, 
and is, really addressed to results rather than means. 
The words used were intended to close an obvious fiscal 
gap, whilst the appellant’s arguments, if accepted, would 
at once re-open the sluice. He added, however, one 
reservation : “ in law a point may, of course, be reached 
where the legal limit of remoteness may arrive through 
repetition of intermediate stages or other elaborations.” 

Upon a subsidiary point whether a bare majority of 
shares gave control where for various purposes a 75 per 
cent. majority was requisite he agreed with Lawrence, J. 
that the bare majority was sufficient. 

In the case of F. A. Ciuarre @ Son, Lid., the question 
was whether two directors had a “ controlling interest ”’ 
within paragraphs 4 (b) and 11 of the fourth Schedule. 
Lawrence, J. had held, and Scott, L.J. agreed with him, 
that the term had the same meaning in these paragraphs 
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as in paragraph’7. The latter wound up his judgment in 
the following words: “‘ In my opinion it contemplates, 
when standing alone in the context of any one of the 
three paragraphs, such a relationship as brings about a 
control in fact, by whatever machinery or means the 
result is effected.” 

A very satisfactory judgment and one which will not 
always work to the advantage of the Revenue. 


Income tax—Fraud—False accounts—‘' Hansard’ extract 
—Production of documents in consequence—Whether ad- 
missible as evidence in a prosecution for fraud. 

R. v. Barker (Court of Criminal Appeal, July 8, 1941, 
T.R. 165) is of first-class importance in that it definitely 
destroys the basis of the present Revenue procedure 
in cases of suspected fraud. As most professional 
readers will be aware, it is the general practice to give 
the taxpayer at an early stage in the proceedings the 
chance of making a full disclosure of any shortcomings 
as to income tax, the understanding being that if he 
does so he will not be prosecuted but will be subjected 
to a pecuniary penalty. This practice was declared by 
the Chancellor of the Exchequer in 1923, and is to be 
found in Hansard’s Parliamentary Debates of July 19, 
1923. Following this report, it became customary for 
the suspect to be given a reprint from Hansard, so 
setting out beyond question the conditions of the offer 
made by the Commissioners of Inland Revenue. 


In the present case, the appellant, a Chartered 
Accountant, had been convicted under an indictment 
which charged him, on one count, together with a man 
named Robinson, with conspiracy to defraud the 
Revenue. He appealed upon the grounds that certain 
books and documents, which had been produced to the 
Revenue following the reading of the Hansard extract 
and were subsequently found to be fictitious, were 
inadmissible as evidence against him. The Court 
upheld this contention and in the course of a clear and 
interesting judgment Tucker, J., said: 

“ But in this particular case, having regard to 
the nature of the Hansard extract, the precise words 
used, the Court is of opinion that the promise 
expressly relates to the production of business books 
and records, and that, if as a result of the induce- 
ment or threat, which is contained and is implicit 
in this Hansard extract, such books and documents 
are, in fact, produced by the person or persons to 
whom such inducement or promise is held out, such 
documents so produced stand on precisely the same 
footing as any oral or written confession which 
may be brought into existence as the result of such 
promise.” 

The conviction was therefore quashed. In a final 
passage, Tucker, J., stated that the Court had not lost 
sight of the fact that the Hansard extract in terms 
refers to the taxpayer and not to the accountant, but, 
on the facts, the Court had no doubt but that the 
promise in the extract was intended to apply and was 
held out to Barker just as much as to Robinson. 


Mr. Barker, in consequence, had a lucky escape. 
But whether, as the result of the case, the lot of such 
offenders will be made easier is more than doubtful, 
especially in the present state of public opinion. The 
next move would seem to be with the Revenue and it 
will be interesting to see the form which it will take, 
because the manufacture of false documents is obviously 
a very grave matter. 
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A Guide to the Liabilities (Wartime Adjustment) 
Act, 1941. By F.N. Keen, LL.B., A.C.A. (Stevens 
and Sons, Ltd., London. Price 4s. 6d. net.) 


The main part of the Liabilities (Wartime Adjustment) 
Act enables debtors to obtain release from financial 
difficulties due to the special circumstances of the war 
without recourse to deeds of arrangement or bankruptcy. 
There was admittedly some need for legislation of this 
character, but there is no general agreement amongst 
practitioners that the appointment of officials, known 
as “‘ liabilities adjustment officers,” was necessary for 
carrying out the provisions of the Act. So far as the 
Act relates to schemes of arrangement it proceeds on 
lines very similar to those of the Deeds of Arrangement 
Act, 1914, whilst the sections covering the adjustment 
and settlement of a debtor’s affairs under the authority 
of a Court appear to be based on the Bankruptcy Act, 
1914. This part of the Act applies to individuals, to 
partnerships, and also to private companies, but not to 
any other body corporate. Part II of the Act extends, 
by further amendment, the provisions of two war 
measures, viz., the Courts (Emergency Powers) Act, 
1939, and the Possession of Mortgaged Land (Emergency 
Provisions) Act, 1939. Mr. Keen summarises the new 
procedures and the enactments regulating them in a 
manner which enables the reader to digest them easily 
and quickly. His notes are commendably brief, but 
cover the subject thoroughly. It will be interesting to 
observe the extent to which debtors in difficulties will 
avail themselves of this special legislation. 


The Law and Practice of War Damage Com- 
pensation. By Harold B. Williams and Montague 
Evans. (W. Heffer & Sons, Ltd., Cambridge. 
Price 21s. net.) 


We welcome this official publication by the Auc- 
tioneers’ and Estate Agents’ Institute on the War 
Damage Acts because it goes far beyond a mere para- 
phrase of the Acts themselves, and deals with practica] 
problems which have already arisen or have yet to 
arise in the administration of the Acts. It was specially 
prepared for the use of members of that Institute, but 
the Council decided to offer the book for sale to the 
public and to devote the proceeds to the Institute’s 
Royal Air Force Pilots and Crews Fund. It should be 
added that the authors, printers and publishers have 
generously waived royalties and all charges, so that 
every copy sold means a substantial contribution to 
the fund. But the book will sell well entirely on its 
own merits. It is the most practical exposition we 
have seen to date. A special chapter is devoted to 
problems arising under the War Damage Act, such as 
deterioration of property after damage, Schedule A 
tax in respect of war-damaged property, and rental 
value and relevant data for purposes of contribution. 
Examples of valuations are given and the various forms 
issued by the War Damage Commission to date are 
reproduced with notes. The general outline of the Act 
and the annotations are written authoritatively, and a 
good index increases the value of the book, which 
should be in the hands of everyone concerned in any 
capacity with the far-reaching effects of the War 
Damage Acts. 
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Publications 


The E.P.T. Liability of Interconnected Companies. 
By James S. Heaton, A.S.A.A. (Jordan & Sons, 
Ltd., London. Price 18s. net.) 


Many members of the accountancy profession will 
have lively recollections of occasions on which they have 
contemplated with angry frustration that complicated 
piece of mechanism called “‘ the motor car '’—-wondering 
how it can be made to work! It does work, they know. 
They may even have a general idea of the main prin- 
ciples, but the application of these is a mystery for 
which they can find no practical solution. Then an 
angel appears—usually most effectively disguised—who 
in simple words explains the difficulties, and with skilful 
hands resolves them. 

Mr. Heaton faces the complications of the Fifth 
Schedule to the Finance Act, 1940, with a quiet con- 
fidence that these involved provisions on machinery 


. are intended to, and will, in fact, work. He proceeds 


to demonstrate the method of operation in terse and 
direct language, and he explains the system effectively. 
He would probably be the last to assert that he has 
dealt comprehensively with the many legal issues 
presented, but that hardly seems to be his intention. 
He does not hesitate on occasion to draw attention to 
such points, but, having done so, he proceeds to find a 
common sense interpretation which fits in with the 


. general plan. 


This is a valuable practical handbook for the practising 
accountant confronted with the necessity of dealing 
with a group of companies such as is commonly met 
with in the daily round. It is easy to read, well printed 
and the fully worked example is admirably done. A 
special tribute should be paid to Chapter 2, which 
deals with the group standard. Careful perusal will be 
well repaid by clarification and ordering of ideas on this 
complex subject, and subsequently as a work of reference 
it will save precious time in these strenuous days. 


Capital Computations for E.P.T. (Direct Method). 
By Charles W. Braddy, F.S.A.A., and T. Corrigan. 
(Sir Isaac Pitman & Sons, Ltd., London. Price 
6s. net.) 


There is no gainsaying the ingenuity with which the 
direct method has been devised, nor can it be denied 
that much clear thinking has been devoted to the working 
out of the final formula. Carefully applied, the method 
will produce correct results in the simpler cases, but 
practising accountants who follow the commendable 
practice of sending computations to their clients with 
an explanatory report will be faced with somewhat 
of a problem. 

The disadvantage of extreme condensation and of 
the use of an empirical formula alwavs is that the 
element of human fallibility cannot be eliminated, and 
any error is difficult to locate subsequently. The fact 
remains that in simple cases application of the direct 
method should serve to reduce clerical labour. 


BOOK RECEIVED 
Loose-Leaf War Legislation, 1941-42. Edited by 
John Burke. Parts 1, 2, 3. (Hamish Hamilton 
(Law Books) Ltd., London. Price 5s. net each 


part.) 
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FINANCE 


The New War Bonds 

After an interval of some eight weeks, the Treasury 
has announced a successor to the 2} per cent. National 
War Bonds 1946-8 in the shape of a similar tap issue 
of bonds maturing 1949-51. It is a measure of the sub- 
stantial improvement in gilt-edged prices since the 
beginning of the year that the new stock has a maximum 
life some twenty-six months longer than that of its 
predecessor when this was first announced. Of this 
additional life there is no doubt that some twelve 
months have been secured by the Treasury’s forcing 
tactics in leaving a two months’ gap between the closing 
and reopening of the War Bond tap. During this 
interval, the only outlet for funds in an otherwise closed 
capital market was provided by the not over-popular 
Savings Bonds 1955-65. Investors desiring a shorter- 
dated stock had perforce to leave their funds idle pending 
the new loan or alternatively to bid up the prices of 
existing securities of this type. This latter process had 
the effect of establishing a ready market at a slight 
premium over par for the two earlier War Bond issues, 
obviously a necessary condition for the successful issue 
of a fresh stock of the same kind on terms more favour- 
able to the Treasury. 


The volume of funds seeking investment was auto- 
matically increased by the temporary closing of the 
War Bond tap, for with small savings and subscriptions 
to Savings Bonds both on a comparatively small scale, 
the Treasury was forced to rely extensively on floating- 
debt finance, including heavy issues of Treasury deposit 
receipts to the banks. Thus it is not an accident that 
during September clearing bank deposits shot up by the 
record sum of £117 million to a new high level of £3,114°5 
million, against £2,278°'1 million at the beginning of the 
war. It is interesting to note, however, that the banks 
did not seek to use their additional funds to any sig- 
nificant extent for the purchase of securities in the open 
market. On the contrary, the former rapid rise in their 
investments was almost entirely suspended, with the 
result that their more “liquid” assets, already 
abnormally high, rose further from 39 per cent. to as 
much as 42 per cent. of deposits. So unremunerative 
an assets structure suggests that bank subscriptions will 
have accounted for the bulk of the sales of the new 
Bonds, £60,000,000 in the first fortnight. Public demand 
was in any event likely to be very moderate, for by the 
time the new stock was placed on offer the market had 
reacted on the adverse news from Russia and the earlier, 
shorter-dated War Bonds had almost returned to par. 

Under the tap issue technique, the inference is 
not that the Treasury should have announced its new 
issue a few days earlier when the market was buoyant 
but that it might have been wiser to wait a little longer 
until the process of credit expansion had generated still 
more “steam” to sustain prices. But a plentiful 
supply of liquid funds is only one element in cheap 
money. The other, equally vital, factor is the con- 
fidence of the investing public that the prevailing high 
prices of fixed-interest securities will be at least main- 
tained. For this reason it was considered somewhat 
tactless of the authorities to accompany the announce- 
ment of the new stock by a reduction in the minimum 
price for the earlier War Bond issues to 98}; for if this 
minimum should ever become effective the natural price 
of the new stock would be still lower, and a possible 
capital depreciation even of 2 points is no small con- 
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The Month in the City 


sideration on a stock whose net annual yield, after 
income tax, is no more than 1} per cent. Fortunately, 
the prevailing confidence in the continuance of ever 
cheaper money is too firmly ingrained to be shaken by 
official tactlessness of this kind. 


The Significance of Booming Stock Markets 


One feature of markets in the earlier days of the 
month was an incipient boomlet in oil shares and some 
sections of the industrial market. So far from being 
welcomed, this development was actually regarded with 
some disapproval in quarters most intimately concerned 
with security markets, lest it might invite official dis- 
approbation. There seems no reason why rising 
security markets should be regarded by our own authori- 
ties with the same displeasure as a similar phenomenon 
in Nazified Europe. On the Continent, there is no 
doubt that the phrase “‘ panic boom ”’ is quite appropri- 
ate, for there industrials have been consistently in 
demand as an inflation hedge. All other considerations 
apart, the fact that 100 per cent. E.P.T. deprives 
equities of any such function so long as war lasts would 
be sufficient to rule out any such interpretation in the 
case of our own market. It may be noted, incidentally, 
that while industrials have only just about recovered 
to the levels ruling before the invasion of the Low 
Countries, Government stocks have on balance risen 
considerably further. Such recovery in industrials as 
has been seen has represerfted a normal levelling-up of 
the yield structure in sympathy with fixed-interest 
stocks, while the speculation in oil shares was due to 
excessive optimism about the course of the war and 
the prospects of an early conclusion. The only objection 
to such movements is the undesirability for political 
reasons of any suggestion, however ill-founded, that 
speculators are able to make easy profits while the rest 
of the country is tightening its belt. A mere boom in 
existing shares, of course, cannot interfere in any way 
with the finance of the war, since the seller of securities 
is always left with the problem of re-investing the 
proceeds—a problem which in the last resort now admits 
of only one solution. There is, of course, the danger 
that a successful speculator might divert part of his 
capital gains, directly or indirectly, to consumption, and 
when markets generally are on the upgrade there is 
perhaps less likelihood that this will be offset by an 
equivalent curtailment of consumption by those who 
have made losses or who buy securities at the higher 
levels. To prevent capital consumption, however, must 
be regarded as part of the general task of the savings 
campaign. It is in any case quite fallacious to describe 
a search for capital profits as a form of tax evasion, for 
if one holder sells at a profit the proceeds realised will 
have been taxed as part of the income of the purchaser. 
To sum up, it may be said that the Government has 
wisely chosen to finance its borrowing through the 
medium of a free Stock Exchange, with natural and 
uncontrolled markets; and in such markets a pro- 
nounced rise in Government securities, which is the 
essence of the cheap money policy, implies an equivalent 
rise in all other types of securities. 


Dominion Obligations 

In view of Canada’s high general prosperity, holders 
of Montreal stocks have been shocked to learn that a 
scheme of arrangement will probably be necessary which, 
according to some reports, would involve a cut in the 
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rate of interest to 4 per cent. and an extension of 
maturity dates bya further 20 years. Some {8,629,000 
of 44 per cent. debt is outstanding, as well as 44,255,000 
bearing interest at 4 per cent. or less. While the service 
on these loans has hitherto been maintained in full, it 
appears that at the end of April Montreal was already in 
default to the extent of $13,609,000 on certain maturing 
obligations, a situation apparently brought about by the 
city’s extremely heavy unemployment relief burden of 
$42,000,000. Though the debts of Canadian munici- 
palities are not directly the concern of the Dominion 
Government, it is felt to be somewhat ironical that a 
default on sterling service should be threatened at a 
time when the Dominion as a whole is accumulating 
sterling to the tune of several hundred million dollars a 
year. 

’ A variation in the terms of the contract with bond- 
holders for very different reasons is involved in the 
forthcoming redemption of four South African loans, of 
which two have earliest nominal redemption dates in 
1943 and 1945 respectively. It is understandable that a 
Dominion which is in effect extending substantial and 
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very welcome credits to this country may well resent 
having to pay high rates of interest on its outstanding 
sterling debt while receiving only 1 per cent. on its 
funds. The obvious solution would be for our Treasury 
to pay equivalent. interest on South African balances 
until the outstanding stock matures. Against this it 
would probably be argued that to pay, say, 4 or 5 per 
cent. for money to be withdrawn in two or four years 
would be inconsistent with the Government’s general 
policy of cheap borrowing. It might well be considered 
whether differential interest rates would not be possible 
for domestic borrowing and for what is in effect external 
borrowing. There is, at any rate, no sound reason in 
equity why the advantage for the nation of these 
Dominion credits should be secured at the expense of 
the individual holder of Dominion stocks. It is true 
that holders receive the market price ; but it is equally 
incontestable that the holders of, for example, the 
£22,630,000 of South African 5 per cents. 1945-75 will 
receive a much lower return on their requisition proceeds 
over the next four years than that to which their con- 
tract with the South African Government entitled them. 


Points from Published Accounts 


Tax Adjustments 


How important retrospective tax adjustments made 
necessary by increases in tax rates can be is well illus- 
trated by study of the recent profit record of the United 
Steel Companies. In the 1939-40 accounts there was a 
debit of £351,000 described as ‘‘ additional provision in 
respect of increase in rate of income tax on profits made 
in previous years,” and a sum of £187,000 is similarly 
charged in the 1940-41 accounts. One well-known 
statistical service, in its analysis of the profit record— 
holding no doubt that the formula employed in describing 
these debits does not warrant their attribution to any 
particular year—has deducted them each time from the 
amount brought in from the previous year, without 
allowing their incidence to become apparent in profits. 
This means that in its tables the net profits over the 
last three years taken as a whole are over-stated. 


‘Another such service has deducted the extra charges 


from the profits of the year in which—and not for 
which—they have been provided. In this case the 
aggregate net profits of the past three years are correctly 
stated, but their distribution over each individual year 
becomes distorted. The report for the past period says 
that the extra provision made in the 1940-41 accounts is 
“made necessary by the increase in the rate of tax to 
ten shillings in the pound.”” From this it is at least 
arguable that the retrospective charge can in each case 
be fairly attributed to the year immediately preceding 
that in which the provision was made. If we call this 
the third method we get the following analyses of the 


results :— 
Ist Service 2nd Service 3rd Method 
Net profit Net profit Net profit 
1938-39 .. oe 608,683 608683 os4‘ess 
1939-40 .. -- 813,583 462,583 626,583 
1940-41 .. - 606,082 419,082 606,082 


The third method has the recommendation that the 
adjusted figures perhaps correspond more closely with 


known relevant facts—that the company has a favour- 
able E.P.T. standard, and that in 1939-40 it first began 


to feel the benefit of large-scale extensions and improve- 
ments to fixed assets, which had involved expenditure of 
£5 million in two and a half years, besides drawing an initial 
return from its investment in John Summers & Sons. But 


’ each of the methods is open to obvious objections—an 


observation which infers no criticism of the compilers 
of the tables but is meant to suggest that retrospective 
tax charges should be precisely allocated to the years 
to which they refer. 


Covent Garden Properties 


We have before remarked that no uniform method 
of dealing with War Damage Insurance contributions 
has yet been evolved. Even where revenue is sufficient 
to accommodate this charge some companies have 
preferred to debit it to reserves. And accounts pub- 
lished in the last month or two bear witness to a growing 
tendency, where reserves are called upon, to charge not 
merely accrued contributions but the whole of the 
premiums involved in securing first-year cover—though 
these are payable in instalments spread over five years. 
Covent Garden Properties has marked out a path of its 
own. It has in effect taken a sum of £125,000, repre- 
senting the proportion of the total payment (£135,000) 
accrued to the date of the accounts, to suspense. The 
balance sheet thus includes an asset item of £125,000 
described as ‘“‘ War Damage Act, 1941. Total amount 
to be provided in respect of contribution to 30th June,. 
1941.” The report points out that “ unless upon a 
re-valuation at the termination of hostilities the com- 
pany’s properties show, as anticipated by the board, a 
corresponding increase in value, this sum will ultimately 
have to be provided for.”” Re-valuation hopes are a 
somewhat remarkable offset to such an item, for some 
of the properties have already suffered damage, nobody 
knows what may happen during the remaining course 
of the war, and the suspense account will grow as the 
war proceeds. In thé circumstances the chairman’s 
statement in his speech that the £125,000 “is fully 
dealt with in the accounts” might have been qualified 
by reference to the position as set out in the report. 
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Dividend Deductions 


Whether dividend payments should be shown as gross 
or net deductions is a subject of perennial debate. 
Whatever the arguments on either side, it is difficult to 
find anything to justify a hybrid method. Yet Initial 
Services habitually deducts the interim dividend on its 
ordinary shares on a gross basis and the final dividend 
ona net basis. The anomalous character of this practice 
is accentuated in the latest accounts because both pay- 
ments are of 84 per cent. actual and yet the interim is 
shown to need £75,900 and the final to require £37,950. 
The net profit records a decline from £236,337 to 
£146,396. Although interests in subsidiaries account for 
£620,703 of an assets total of £1,644,631 no consolidated 
balance sheet is presented. This dilutes the favourable 
impression created by the fact that the total of the 
general reserve is the same as the book-value placed 
upon goodwill. But it is satisfactory to have the report 


* include a comparative statement of consolidated profits. 


Before tax these amounted to £272,440, as compared 
with £327,759. 


Debenhams 


Another case in which the lack of a consolidated 
balance sheet is a handicap is provided by Debenhams. 


—_ Legal 


EMERGENCY LEGISLATION 
Mortgagee’s application to appoint receiver—need not show 
prima facie case that power to appoint has arisen. 

In Re Fraser Taylor's Application (1941, 3 All E.R. 141) 
the mortgagee applied under the Courts (Emergency 
Powers) Act for leave to proceed to exercise any remedy 
available by way of appointment of a receiver. Counsel 
for the borrower submitted that the mortgagee must 
make out a prima facie case. Morton, J., held, however, 
that the Court, on hearing such an application, dues not 
consider whether or not a power of sale or to appoint 
a receiver has arisen. If leave is given, it is only leave to 
proceed to exercise any remedy available to him; the 
giving of leave removes the obstacle created by the Act 
of 1939, with the result that if the applicant has the 
power (and the Court has not to determine whether it has 
arisen) he is then at liberty to exercise it. If applicants 
had to produce evidence on each occasion, costs would be 
enormously increased in the aggregate and so would 
impose a severe burden on borrowers, as in the ordinary 
way they would be added to the security. The Act was 
intended to provide protection to borrowers. 


EXECUTORSHIP LAW AND TRUSTS 
Wills—Conditions—Uncertainty. 

The decision of the Court of Appeal in Re Samuel 
(1941, 3 All E.R. 196) overruling a decision of Bennett, J., 
re-establishes what had for many years been regarded as 
a principle of construction, namely that if the language 
of a condition is clear, the difficulty of determining the 
condition does not affect its validity. The condition by 
the testator in this case was that his children should 
forfeit their interests under the will if they married ‘‘a 
person who is not of Jewish parentage and of the Jewish 


- faith.” A daughter of the testator married a man who 


was neither, but it was contended that the words were so 
vague that the condition was void for uncertainty. 
Bennett, J., upheld that contention, but the Court of 


November, 1941 


This drapery combine has an assets total of {11,739,440 
and as much as {4,988,661 of this is represented by the 
book value of interests in subsidiaries. Dividends from 
these companies are included in the net trading profit, 
which totals £626,898, but the trading losses of £20,982 
made by two of them have not been provided for in 
the accounts as they are covered by existing reserves 
of the companies concerned. On the disclosed profit 
figures the earnings available for the small, highly geared 
ordinary capital are equivalent to 22§ per cent., following 
on 30% per cent. for 1939-40. Scaled down to allow for 
the subsidiary company losses (which amounted to 
£22,832 in the earlier period) these figures become 14} 
per cent. and 22% per cent. respectively. In each of the 
three years to 1938-39 the company paid an ordinary 
dividend of 20.83 per cent., but the rate was cut to 
8.33 per cent. for the following period and this time 
shareholders go unremunerated. This conservatism has 
enabled the directors to adhere to the policy, enunciated 
shortly after the 1934 reconstruction, of passing £50,000 
annually to reserve. Against that we have to place the 
depletion of the reserves in the accounts of the sub- 
sidiary companies, as noted above; but with every 
advance in the income-tax rate the addition of a fixed 
sum to reserve has, of course, entailed earmarking an 
increasing sum out of gross profits. 


Notes 


Appeal held that the context showed that ‘“ of Jewish 
parentage ”’ referred to religion and that the words “ of 
the Jewish faith’ were’ not too vague, and that the 
forfeiture clause was valid. They stated that in such a 
clause, the burden of establishing the forfeiture rests on 
those who allege that it has taken place. The Master of 
the Rolls said that in practice these questions must be 
approached with a measure of common sense. 


ALLOWANCES FOR FIRE GUARDS 


Discussions are still proceeding on the details of the 
accounting arrangements between occupiers of business 
premises who pay subsistence allowances to fire guards 
and the authorities by whom they are to be reimbursed. 
It is intended to make these arrangements as simple as 
possible. Occupiers have been required to pay the 
subsistence allowances from September 22. The scale 
is 3s. for a period of duty of less than 12 hours outside 
working hours, 4s. 6d. for a period of between 12 and 18 
hours, and 6s. between 18 and 24 hours. The Order 
provides for these allowances only where compulsory 
arrangements are in force, but it is officially stated that 
no differentiation should be made in practice between 
fire guards enrolled under voluntary arrangements and 
those who do the same duty compulsorily. If an 
occupier pays allowances in excess of the standard 
rates, the excess will be a deductible expense for taxation 
purposes if it is paid under an agreement made before 
September 22, 1941, but not otherwise. The Ministry of 
Home Security has issued an explanatory memorandum 
on the Fire Prevention (Business Premises) (No. 2) 
Order, 1941, and a leaflet and forms for the use of 
occupiers claiming reimbursement of subsistence allow- 
ances. The original records must be available for 
inspection. The forms are obtainable from, and should 
be returned to, the authority which approved the fire 
prevention arrangements for the premises. 
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ACCOUNTANCY , 35 


Fhe Emergency Acts and ‘Orders 


In our November, 1939, issue we published the first 
instalment of a comprehensive guide to the wartime 
enactments and Orders which most concern the accountant. 
The twenty-fourth instalment is given below. The sum- 
maries are not intended to be exhaustive, but only to give 
the main content of an Act or Order, the full text of which 
should be consulted if details are required. 


ORDERS 
COMPANIES 
No. 1402. Order in Council extending to Northern 
Ireland the Defence (Companies) Regulations, 1940. 
The Defence (Companies) Regulations are to apply to 
Northern Ireland with the n modifications. 
(See AccounTANCY, October, 1941.) 
: EXPORTS 
Nos. 1247, 1310, 1344, 1427, 1561. Export of Goods 
(Control) Orders, 1941, Nos. 29, 31, 32, 33, 35. 
Further amendments are made in the list of goods 
subject to export control. 
(See Accountancy, October, 1941.) 


FINANCE 


No. 1401. Defence (Enemy Currency) Regulations, 1941. . 


Currency may be seized if it is suspected of being 
transmitted from a foreign country to another country 
for the benefit of an enemy, and shall be forfeited unless 
it is proved that it was not being so transmitted. 
“ Currency ”’ includes documents such as share certifi- 
cates and dividend warrants, and the Minister of Econo- 
mic Warfare may further extend the definition. 

No. 1423. Defence (Finance) (Definition of Sterling 
Area) (No. 4) Order, 1941. 

Previous Orders defining the sterling area are revoked. 
The sterling area now consists of the United Kingdom, 
the Isle of Man, British Dominions and Colonies outside 
the British Islands (excluding Canada and Newfound- 
land), mandated territories and protectorates, Egypt, 
the Anglo-Egyptian Sudan, the Belgian Congo and 
Ruanda-Urundi, specified Free French territories, and 
Iceland and the Faroe Islands. 

(See Accountancy, October, 1941.) 


INCOME TAX 


_No. 1378. Deduction of Income Tax (Schedule E) 


(Amendment) Regulations, 1941. 

In the case of a succession to a business the new 
employer may continue the deduction of tax from 
salaries and wages under a notification previously sent 
to the old employer. Sums deducted during the 
previous twelve months and not paid to the Collector 
are to rank as preferential debts in the bankruptcy or 
winding-up of an employer. Some other amendments 
are made in the earlier Regulations. 

(See AccouNTANCY, November, 1940.) 

No. 1379. Weekly Wage-Earners. Amending Regula- 
tions. 

Some minor amendments are made in the Regulations 
affecting weekly wage-earners. Employers’ returns are 
to include all those whose wages exceeded £55 for the 
half-year, or a proportionate amount if the employment 
was for a shorter period. 

No. 1476. Tax-Free Payments (Transitional Provisions) 
Regulations, 1941. 

Where a payment to which Section 25 of the Finance 
Act, 1941, applies was made before the passing of the 
Act and was not reduced as provided by the Section, 
the amount overpaid may be recovered by deducting 
nine twenty-ninths of the full amount of any payment 


of the same series due before July 22, 1942. Where 
this course is not applicable, the overpayment may be 
recovered as a simple contract debt 

(See AccounTANcy, July, 1941.) © 


LIMITATION OF SUPPLIES 
Nos. 1281, 1374, 1459, 1614. Limitation of Supplies 
(Cloth and Apparel) Orders, 1941, Nos. 1, 2, 3 and 4, 

The Woven Textiles Order is superseded by the Cloth 
and Apparel Orders, which introduce some important 
amendments to the scheme as a result of consumer 
rationing. There are special provisions relating to 
“utility ’’ cloth and apparel. 

(See Accountancy, October, 1941.) 

No. 1519. Limitation of Supplies (Toilet Preparations) 
Order, 1941. 

The Board of Trade is to keep a Toilet Preparations 
Register. Registered manufacturers may supply during 
the eight months from October 1, 1941, to May 31, 1942, 
a quota of 16% per cent. of the value of the controlled 
goods supplied during the year ending May 31, 1940. 


- Unregistered persons who were manufacturers on 


October 1, 1941, may supply controlled goods up to a 
value of £41 13s. 4d. in any month. 
PRICES OF GOODS AND SERVICES 
No. 1388. Price-controlled Goods (Invoices) Order, 1941. 
Within seven days of every wholesale transaction in 
price-controlled goods the seller must furnish an invoice 
containing specified particulars. If the buyer does not 


_ receive an invoice, or if it does not contain the necessary 


particulars, he must send a written demand to the seller 

and must also report the matter to the Local Price 

Regulation Committee. 

No. 1535. Prices of Goods Act, 1939 (Amendment of 
First Schedule) Order, 1941. 

The factors to be considered in calculating permitted 
price increases are not to include any contributions 
under Part I or Part II of the War Damage Act, 1941, 
or expenditure on repairing war damage where the 
trader is entitled to a payment under the Act. 

Nos. 1386, 1467, 1613. Utility Apparel (Maximum 
Prices) Orders, 1941, Nos. 1, 2 and 3. 
No. 1387. Utility Cloth (Maximum Prices) Order, 1941, 

The prices of utility cloth and apparel are controlled 
on sale by manufacturers, makers-up, wholesalers and 
retailers, by means of detailed schedules of maximum 
percentages and overriding maximum prices. 

(See AccounTANCY, February, 1941.) 

TRADING WITH THE ENEMY 
No. 1466. Trading with the Enemy (Specified Persons) 
(Amendment) (No. 16) Order, 1941. 

Further amendments are made in the schedule of 
persons deemed to be enemies. 

(See Accountancy, October, 1941.) 


WAR DAMAGE 
No. 1351. War Damage Contribution (No. 2) Regula- 
tions, 1941. 

Collectors of Taxes are authorised to collect the 
instalments of war damage contribution. Provision is 
made for recovery by proceedings in Court and otherwise. 

(See Accountancy, August, 1941.) 

No. 1434. War Damage (Business Scheme) (No. 4) 
Order, 1941. 

The premium for insurance under the business scheme 
is to be } per cent., subject to a minimum payment of 
15s., for the six months ending March 31, 1942, or 
half this rate for three months. 

(See AccounTANCy, October, 1941.) 


= ee } 
| oe a 
ee 
a 
a 

t be 
»S 

the 
ness PF 
ards ee 
sed. 
e as 

the 
cale 
side 
118 
‘der 
Ory 
hat 
een 
and 

an 
ard 
‘ion 
ore 
r of 
um 

2) 

of 
w- 

for 
uld 
fire 


ACCOUNTANCY 


November, 1941 


Society of Incorporated Accountants 


DISTRICT SOCIETIES AND BRANCHES 


MANCHESTER 

The annual meeting of the Incorporated Accountants’ 
Society of Manchester and District was held on October 2. 
The retiring members of the Committee were re-elected. Mr. 
Graham Patterson, one of the Honorary Auditors, did not 
seek re-election as he is now serving with H.M. Forces. The 
remaining Honorary Auditor, Mr. F. O. Wilson, was re-elected. 

At a meeting of the Committee Mr. A. Southern was 
unanimously re-elected President and Mr. Halvor Piggott 
Vice-President. 

The report referred to the fact that the library had been 
reorganised and enlarged. Information and assistance had 
been provided on the Limitation of Supplies Orders and other 
subjects. The District Society lost all its records in the 
destruction by enemy action of the Honorary Secretary’s 
offices. Prizes had been awarded to Mr. S. Ward, who won 
the Society’s Gold Medal for 1940, and to Mr. J. C. Harrison, 
who obtained Honours in the Intermediate Examination. 


LIVERPOOL 


Annual Report 
Ten lectures and discussions have been held. The candi- 
dates who sat the December examinations at Southport were 
entertained by the District Society at the Little Theatre. 
The District Society is keeping in touch with its many 
members on active service, to whom good wishes are sent. 


LONDON STUDENTS’ SOCIETY 


Mr. H. A. R. J. Wilson, F.C.A., F.S.A.A., is giving a series 
of three lectures on the Finance Act, 1941. The third lecture 
at 4 p.m. on November 25, will deal with recovery of E.P.T. 
and N.D.C. on disallowed remuneration, avoidance of tax, 
concentration of industry, etc. ; N.D.C. provisions. 


SCOTTISH BRANCH 

_ A meeting of the Council of the Scottish Branch of the 
Society was held in Edinburgh on September 24, Mr. Robert 
T. Dunlop, President, in the chair. 

_ Following the meeting of Council, there was a luncheon 
meeting of the Edinburgh members. Mr. Robert T. Dunlop 
mentioned the difficulty of accountants in carrying on 
efficiently with depleted staffs, and referred to the growing 
complexity in taxation with every new Finance Act. To 
all these matters the Council of the Society, on which the 
Scottish Branch was represented, was giving attention. 


EXAMINATION RESULTS: S. AFRICA 


JULY, AUGUST, 1941 
Passed in Final 
Order of Merit. 

THompson, Brian HuBeErt, Clerk to Price, Waterhouse, 
Peat & Co., Pretoria. (Second Certificate of Merit.) 
Alphabetical Order.« 

Hare, Joun, Clerk to A. D. Hodgson (Douglas Low & Co.), 

Johannesburg. 
(Three candidates failed to satisfy the Examiners.) 


PERSONAL NOTES 


Mr. Dudley Lemon, Incorporated Accountant, has been 
appointed Chief Accountant to the National Dock Labour 
Corporation which has recently been formed to administer 
the Essential Work (Dock Labour) Order made by the 
Minister of Labour to ensure the rapid turn-round of ships 
and clearance of ports. 

Messrs. Henry J. Burgess & Co., of 7-8, Bury Court, 
London, E.C.3, announce that they have opened a branch 
office at Sterling Chambers, 50-54, Chapel Road, Worthing 
(telephone number, Worthing 2779), under the resident 
management of Mr. J. Renvoize, Incorporated Accountant, 
who has been in their employ for 15 years. 


Messrs. F. Stokes & Ricks, Incorporated Accountants, 
Nottingham, haye opened a branch office at 29, Victoria 
Road, Mablethorpe, Lincs. 

Mr. R. H. Barnes, Incorporated Accountant, has been 

admitted a partner in the firm of Walter Johnson & Partners, 
28, High Street, Swindon. Mr. E. C. Burlton, Chartered 
Accountant, has also been admitted to partnership. The 
firm name will be unchanged. 
' The partnership formerly existing between Mr. V. J. 
Wells, A.S.A.A., and Mr. E. J. Trollip, A.S.A.A., practising 
under the stvle of Macdonald, Wells & Trollip, has been 
dissolved, and Mr. V. J. Wells is continuing in practice on 
his own account at 74, Fox Street, Johannesburg. 


REMOVALS 


Messrs. Spofforth & Prince have removed their offices from 
Bush House to Atrica House, Kingsway, London, W.C.2. 

Mr. Thos. J. Robertson, Incorporated Accountant, 
has changed his address to 13, Union Court, Liverpool, 2. 


OBITUARY 


THOMAS REGINALD GREGORY ROWLAND 

The firm of Messrs. W. T. Walton & Son, West Hartlepool, 
London and Stockton-on-Tees, have suffered a severe loss 
through the death of the senior partner, Mr. T. R. G. Rowland, 
F.S.A.A., which occurred on October 8. His death unhappily 
follows soon after the recent death of Mr. R. T. Warwick, 
the senior partner of the firm in London. 

The late Mr. Rowland became a member of the Society of 
Incorporated Accountants in 1900, after taking Honours in 
the Final Examination, and was elected to Fellowship in 
1906. He became a partner of Messrs. W. T. Walton, 
Son & Rowland forty years ago, after being for some years 
in the office of Messrs. Frank Brown & Co., Stockton-on-Tees. 
Mr. Rowland was keenly interested in the work of the New- 
castle-upon-Tyne District Society. He had been a member 
of the Committee since 1910,and President during the year 
1927-28. The District Society was represented at the funeral. 


SAMUEL BAIRD 

dt has been a shock to his friends in the profession to learn 
of the death of Mr. Samuel Baird, F.S.A.A., Belfast, which 
took place on September 25 last as the result of an accident. 
Mr. Baird had had professional experience prior to the Great 
War, and after his demobilisation from service in the Royal 
Naval Reserve he became a member of the Society of Incor- 
porated Accountants in the year 1920. In that year he 
joined his brother, Mr. James Baird, as a partner in the firm 
of Messrs. James Baird & Co., Incorporated Accountants, of 
Belfast and elsewhere in Northern Ireland. During the Great 
War Mr. Samuel Baird served as an Assistant Paymaster in 
the Royal Naval Reserve, and he continued his service in 
peacetime until he was placed on the retired list with the 
rank of Paymaster Commander. He took a great interest 
in the work of the Royal National Lifeboat Institution and 
was Honorary Secretary of the Belfast Lough Branch. He 
was a keen supporter of the activities of the Society and 
often attended conferences of Incorporated Accountants and 


other functions. 
ERNEST PIDDUCK 
Following a short illness, Mr. Ernest Pidduck, F.S.A.A., 
passed away on October 7, 1941, at the age of 72. Mr. 
Pidduck was educated at Christ’s Hospital, and qualified 
as an Incorporated Accountant in 1894. He practised in 
the City of London as E. Pidduck & Co. for over 43 years. 
This year he would have completed his jubilee as Honorary 
Auditor to the Christ’s Hospital Club. He was much 
interested in Masonic affairs and at the time of his death was 
Treasurer of the Cornwallis Lodge, and held office in Grand 
Lodge and in Grand Chapter. His genial outlook and 
unfailing courtesy, combined with his professional abilities, 
linked him with all who came in contact with him. It is 
heped that his son Vernon, who was serving in his father’s 
office but who is now with H.M. Forces, will return in due 
course to qualify as an Incorporated Accountant and assist 
in the firm. Meantime at the wish of the late Mr. Pidduck, 
the practice will be carried on by Mr. Albert V. Hussey, 
Incorporated Accountant, 30-34, New Bridge Street, E.C.4. 
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